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Skilled hands and disciplined minds of Abex 
people are intangible assets not listed in the 
columns of our financial reports. Yet, the 
success of a business enterprise is largely 
dependent upon its human resources. The 
people of Abex give the company life, direc- 
tion and vitality to grow and serve. They are 
Our greatest asset. 


ANNUAL MEETING: The next annual meeting 
of the shareholders will be held at 10 a.m. 

on Tuesday, April 25,1967 in New York City. 
Proxies will be requested for the meeting. 
The notice of the meeting and proxy state- 
ment will be mailed on or about March 24th. 


ABEX CORPORATION: 530 Fifth Avenue, New York, N.Y. 10036 
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Highlights 


Shipments 
Net earnings 


Special item—loss on sale of forging facilities less 
related taxes on income 


Net earnings from each dollar of shipments 
Shareholders’ equity 
Net earnings per dollar of shareholders’ equity .. 


Per common share 
Net earnings 
Special item of loss 
Cash dividends 
Shareholders’ equity 


Sales by Product Groups —1966 


Amount Per Cent 

in Millions of Total 
Friction Products : 16% 
Hydraulic Products : 24 
Railroad Products : 28 
Cast Metal Products , 32 


1966 
$277 ,398,557 


12,827,047 


46¢ 
121,422,501 


10.9¢ 


1965 
$260,168,235 


11,104,486 


644,012 
4.3¢ 
114,968,723 


9.8¢ 


1964 
$241,478,130 
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110,507,961 
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To the Shareholders: 


Our annual report to shareholders pro- 
vides an opportunity to review our 
progress during the year, to convey to 
you in words and pictures what the 
company is doing, and to indicate the 
direction of its future progress. 

Last year set new records with the 
highest sales and earnings in history. 
Sales rose for the sixth consecutive 
year and reached $277,399,000, a gain 
of 7% over the $260,168,000 reported 
ime 9652 

Net earnings increased for the fifth 
straight year and reached $12,827,000, 
up 16% from $11,104,000 in the pre- 
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ceding year. Net earnings per share 
rose to a new record of $3.49, com- 
pared with $3.01 in 1965, after adjust- 
ing for the two-for-one stock split 
which was authorized by the stockhold- 
ers last year at the Annual Meeting. 
Shareholders will recall that Abex 
sold its forging business late in 1965. 
If total shipments for 1965 were re- 
duced by the amount of forging sales 
in that year, the increase in shipments 
for 1966 would be 16% instead of 7% 
and the increase in earnings between 
the two years would remain at 16%. 
Dividends paid in 1966 amounted to 
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$1.57'/2 compared with $1.42'/2 in 
1965, adjusted for the stock split. The 
annual dividend rate was raised for the 
third consecutive year. Following the 
stock split, the rate on the new shares 
was increased in June to $1.60. The 
December payment was the 258th 
consecutive quarterly dividend since 
the company was established in 1902. 

The booming economies of the 
United States and Canada created a 
strong demand for our products and 
sales gains were achieved in each of 
our four present product groups. Or- 
ders received during the year exceeded 
$300,000,000 for the first time and the 
backlog of unfilled orders at year-end 
was $109,700,000, compared with 
$84,400,000 a year earlier. 

Total sales also increased in our in- 
ternational operations, but government 
controls imposed in the United King- 
dom and monetary restrictions in West 
Germany slowed the pace of business 
in those countries which, in conjunc- 
tion with other factors explained later 
in this report, adversely affected our 
operating results. 

The year’s record sales required 
most of our plants to operate at near ca- 
pacity. In anticipation of this demand, 
we initiated an expansion program in 
1965. Capital expenditures last year 
amounted to $15,224,000, compared 
with $11,364,000 in 1965. Present plans 
call for capital expenditures in 1967 of 


about $16,000,000, compared to de- 
preciation of $13,000,000. 

Stockholders voted at the Annual 
Meeting to change the company’s 
name to Abex Corporation. The names 
of subsidiary companies in our Cana- 
dian and International operations were 
changed also. We now have a world- 
wide corporate identity that will 
strengthen and enhance all of our 
marketing and advertising programs. 

Changes were made during the year 
in the organizational and operating 
structure of the company. The Electro- 
Alloys Division, a producer of heat-re- 
sistant castings, was combined with the 
Engineered Products Division. This 
move will integrate the capabilities of 
the two units and provide greater 
over-all efficiency for the group. 

Our relations with employees were 
generally satisfactory although there 
were two strikes, mentioned later in 
this report, which involved a small 
number of personnel. 

Shareholders have been advised of 
the proceedings instituted by the Fed- 
eral Trade Commission to force dives- 
titure of The S. K. Wellman Company 
acquired in 1963. The Commission’s 
Hearing Examiner issued a ruling ad- 
verse to the company’s position in 
August 1966 and the case is now await- 
ing review by the full Commission. 

Some Supreme Court decisions in 
the past few years have contributed a 
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great deal of uncertainty in the inter- 
pretation of the anti-trust laws, and it 
is not possible to predict the outcome 
of this case or to estimate when it will 
be concluded. 

During the year several manage- 
ment changes occurred. John S. Hutch- 
ins, president since 1963, was elected 
vice chairman in February 1966. Mr. 
Hutchins retired as an officer and di- 
rector of the company at the end of 
1966 after forty-one years of loyal and 
effective service. 

William T. Kelly, Jr., first vice presi- 
dent and a director, was elected pres- 
ident and chief operating officer in 
February 1966. He has been with the 
company since 1928. 

Thomas W. Russell, Jr., vice presi- 
dent, was elected first vice president 
and a director in October. Mr. Rus- 
sell has twenty-one years of service. 

Kenneth A. Anderson, director of 
personnel services, was elected a vice 
president of the company in Septem- 
ber. He joined Abex in 1944. 

Dr. Carl F. Floe, vice president- 
Research Administration of Massachu- 
setts Institute of Technology, was 
elected a director in June. 

Abex Corporation continued to 
make excellent progress in 1966. We 
enjoyed the benefits of the prosperous 
economy which this country has been 
experiencing for several years, and we 
have utilized the opportunity to 
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broaden the base of our products and 
markets. This has expanded the future 
earning capacity of the company. Even 
more important, there is an alert 
awareness of the vital necessity to 
meet and cope with the forces of 
change which are at work throughout 
the world today. We must keep pace 
with the social and political changes as 
well as the rapid advances in science 
and technology and their impact on 
the industrial world. 


Seek Wet 
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Abex Products in a Changing World 


The scope and speed of change in our times is easily seen 
in both urban and industrial areas. Easily seen, too, is that 
most of the change is attributable to science and technology. 
Today’s greatest challenge then, is to be prepared with products 
and services that will meet the changing needs of tomorrow. 
This is our goal at Abex. 


Friction Products 
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Sales of friction products in 1966 
amounted to $44,300,000, an 11% gain 
over 1965. Sales 
achieved by all divisions in the group. 


increases were 


Friction products of the type manu- 
factured by the company are sold for 


three major applications—automotive, 
aircraft and industrial. 

The automotive industry experi- 
enced another year of high production 
in the United States, Canada and in 
Europe with the exception of the 


United Kingdom. Consequently, our 
sales to vehicle manufacturers in- 
creased, particularly the sales of disc 
brake lining in Europe and strips and 
blocks for trucks and buses in the 
United States. Disc brakes for the front 
wheels of passenger cars have become 
very popular on European cars, creat- 
ing a strong demand for disc lining, 
and our French company has enjoyed 
a large share of this market. There is a 
significant trend toward disc brakes in 
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The world’s rapidly expanding vehicle population 
creates greater demand for the brake, clutch 
and transmission products made by Abex. 


the United States, and our American 
Brakeblok Division is presently supply- 
ing disc lining to some brake manu- 
facturers. We expect this volume to 
increase substantially in the next few 
years. 

The world’s vehicle population now 
exceeds 170 million and it continues 
to grow, creating a larger and larger 
market for replacement brake lining. 
An important portion of our replace- 
ment lining is distributed through 
more than 7,500 automotive parts 
wholesalers in many countries of the 
world. Some of these sales are under 
our own brand names while the bal- 
ance is sold under numerous private 
brand labels. 

The sales of aircraft friction prod- 
ucts continue to grow rapidly with the 
increased use of the airplane as a 
means of travel and transport. Abex 
pioneered in the research and devel- 
opment of friction products for air- 
craft, and our products are qualified 
on most of the world’s major air- 
planes. The outlook is bright for this 
product line. 

Industrial friction products are vital 
parts in transmissions, clutches and 
brakes for mobile equipment used in 
construction, mining, materials hand- 
ling, farming and many other activities. 
The products are of both metallic and 
non-metallic type, depending upon 
the application and customer prefer- 


Farms are run with fewer people and more machines— 
a growing market for the clutch and 
transmission parts we manufacture. 


Boeing 727’s are among the 
increasing number of commercial 
and military aircraft which 

utilize our friction products 

and hydraulic equipment. 
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ence. With the constantly increasing 
use of machines to do more and more 
of the world’s work, the market for our 
friction products grows each year. 
We have developed and patented a 
new non-metallic friction product 
which provides higher energy absorp- 
tion and other favorable characteris- 
tics for especially severe service. It 
went into volume production in 1966. 
Industrial friction products are sold 
to many equipment manufacturers and 
to an ever increasing replacement 
market. S. K. Wellman Division sells 
replacement parts through a system of 
independent wholesalers in the United 
States, Canada and other countries. 


Hydraulic Products 
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Sales of hydraulic products in 1966 
amounted to $67,800,000, a 27% gain 
over 1965. This unusually large in- 
crease in shipments was caused by 
large requirements for military and 
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commercial aircraft, coupled with high 
sales for industrial equipment in the 
United States. 

The unprecedented demand for all 
types of military and commercial air- 
craft and the high level of activity in 
the aerospace industry resulted in rec- 
ord orders and shipments of our aero- 
space hydraulic products. 

Abex participates in this market with 
several important product lines—a 
variety of pumps, motors and sub- 
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systems; hydraulic control equipment 
including servovalves, servoactuators 
and flight control systems; and with 
landing gear and machined structural 
components. 

Our products are used on most of 
the new commercial and military air- 
planes and helicopters in the United 
States, Canada and Europe. They are 
also on many missiles and space 
vehicles. 


The backiog of orders on the books 


of the aircraft manufacturers is so 
great that it will require several years 
to produce these planes. A large por- 
tion of this backlog is for commercial 
planes, and our sales for these have 
been increasing rapidly. This industry 
situation will create a strong demand 
for Abex aerospace products for sev- 
eral years. 
Our aerospace hydraulic manufac- 
turing facilities are operating at full 
production, and expansion of capacity 
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(Top) Tractors represent just one type of construction machinery 
utilizing hydraulic pumps, friction products and 
castings in ever growing volume. 


(Above) A major cost reduction in manufacturing and distribution 
is accomplished through greater mechanization 


of materials handling—where hydraulic equipment and 
friction products are essential. 


(Left) This Navy vessel is being equipped 
with sophisticated Abex hydraulic equipment 
to facilitate transfer of cargo at sea. 
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is planned for 1967. The outlook for 
the aircraft industry and our products 
is excellent. 

Our industrial hydraulic products 
include pumps, motors, controls and 
systems which have wide application 
in a number of industries. Many types 
of machinery used in construction, 
mining, metalworking, marine and a 
myriad of other industries use hy- 
draulic power to actuate certain work- 
ing parts of the machines. 

In the latter part of the year, Deni- 
son Division received the largest group 
of orders in its history. It was awarded 
contracts for hydraulic equipment to 
facilitate cargo handling on several 
United States naval vessels. These 
orders included unique hydraulic 
winch machinery which compensates 
for the motion of ships while transfer- 


New jobs assigned to helicopters in war 
are expected to widen their application in peacetime. 
This Vertol Chinook relies on Abex landing gear, 

hydraulic pumps and servoactuators. 
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ring cargo by cable between two ves- 
sels at sea. Most of this equipment is 
scheduled for delivery in 1967. 

The development of new and more 
efficient products is always necessary. 
A new pump has been developed and 
patented in recent years which has a 
novel design and method of actuating 
the vanes. This unit, which went into 
volume production in 1966, provides 
distinct advantages on certain types of 
tractors and other mobile machinery. 

The continuous upward trend of 
mechanization and automation brings 
increasing use of hydraulic power for 
actuation and control. We are firmly 
established in the major markets for 
our products in the United States and 
Europe and we expect that our sales of 
these products will continue to 
increase. 


Railroad Products 


Sales of products for the railroads in the 
United States and Canada amounted 
to $76,600,000. This was a 13% gain 
over the preceding year and the fifth 
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consecutive year of rising volume. 

About 85% of our shipments to rail- 
roads are for the replacement of wear- 
ing parts, and the high level of opera- 
tions created a strong demand for 
them. A greater number of new freight 
cars and locomotives was built in 1966 
than in 1965, which also helped sales. 

Shipments of both metal and com- 
position brake shoes were up over the 
preceding year, and for the first time 
in several years, the percentage of new 
freight cars equipped with metal shoes 
increased. 

Our new brake shoe, which provides 
a wholly new type of friction material 
combining the best characteristics of 
both composition and metal, went 
into limited commercial service dur- 
ing the year. The initial customer ac- 


Essential to greater utilization 

of the railroad fleet will be 

automated yards like this one 

equipped for the Pennsylvania Railroad. 


ceptance is very encouraging. 

Orders for our new freight car brake 
are progressing at a satisfactory rate 
and it is planned to introduce another 
model during 1967. 

Sales of freight car wheels also in- 


creased, and our three wheel plants 
operated at near capacity. Orders and 
backlog for wheels continue at high 


levels. 

Sales of trackwork and related spe- 
cialty products rose as increased traffic 
necessitated additional track mainte- 
nance and the roads spent more to 


improve operating efficiency and 
reduce costs. 

Three new ‘Economatic’’ freight 
yard installations were completed in 
1966 and a large number of individual 
components were installed in existing 
yards. The “Economatic” yard consists 
of electronic speed and weight-sens- 
ing car retarders which are hydrau- 
lically powered. Centrally controlled 
switching machines, also operated by 
hydraulic power, switch rolling cars 
onto the desired tracks, then the re- 
tarder slows the car toa predetermined 
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speed in order to control impact at 
coupling. The system saves manpower, 
speeds operation and reduces damage 
to freight. The existing installations 
have all proven to be both practical 
and economical and we expect that 
this product line will continue to gain 
acceptance. 

Sales of both solid and SKF roller 
bearings increased in 1966. Our mar- 
keting arrangement with SKF Indus- 
tries, Inc., which is the world’s largest 
manufacturer of roller bearings, is 
proving to be mutually beneficial. 


The new generation of railroad 
leaders is bringing creative manage- 
ment, innovation and new technology 
to the industry. Unit trains, specialized 
cars, automatic car identification and 
weighing, computerization and faster 
handling through yards are only a few 
of the approaches that will ultimately 
revolutionize the railroad industry. 
Furthermore, many mergers of rail- 
roads which have been accomplished 
or which are in the making will help to 
strengthen the combined roads. The 
long-range outlook for the railroads is 
excellent. 


Cast Metal Products 
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Sales of cast metal products amounted 
to $88,700,000. Shipments of products 
now included in this group increased 
14% over 1965 although shipments for 
the group as a whole, were reduced 
because of the disposal of our forging 
business in late 1965. However, earn- 
ings and the return on investment by 
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this group improved substantially. 


The strong demand for cast metal 
products in 1966 reflected the high 
level of activity in steel, mining, auto- 
motive, construction and other capital 
goods industries. 

This product group is now efficiently 
organized into two divisions with 
nineteen manufacturing plants in the 
United States, Canada and Europe. 

Shipments by Engineered Products 
Division of tire molds of all types in- 
creased. With the new tire mold plant 
in Belgium, we now have mold plants 
strategically located to serve the tire 
manufacturers in this country, Canada, 
England and continental European 


countries. Tire mold sales will increase 
with the world-wide growth of auto- 
motive vehicles and rubber-tired mo- 
bile equipment. 

This division also produces a broad 
group of highly specialized castings in 
iron, steel and non-ferrous alloys. Their 
uses are many and varied, ranging 
from television tube molds to blast 
furnace parts, from bearings to heat- 
resistant tubing, and as components 
for many types of machinery. Most of 
these castings demand a high degree 
of engineering and metallurgical 
know-how plus unusual production 
skill and close quality control. 

The Amsco Division produces a 


Molds to make tires for passenger cars, 


trucks, buses and off-highway equipment represent pecda Shas LZ SHINN EIE)S, 


a growing market for Abex in North America and Europe. 
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From blast furnace to rolling mill 

the steel industry depends on Abex for ferrous 
and copper-base castings to fight heat, 

wear, impact and abrasion. 
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Lean taconite ore requires a great deal more 
processing than the rich iron ore formerly 
mined at Mesabi. These grinding mills are lined 
with Abex castings of abrasion-resistant alloy. 
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Machine tools, compressors, turbines and 
many other types of industrial machinery utilize 
a large volume of specialized Abex castings. 


broad line of wear-resistant alloys 
which are used where service condi- 
tions are severe. These products are 
used in equipment for mining, earth- 
moving and steel-making, and include 
dredge pumps and dippers for power 
shovels. The division also has a line of 
specialty welding products which are 
used in allied applications. The de- 
mand for these products was strong 
last year and was given impetus by the 
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increased mining and processing of 
taconite ore in Minnesota. 

The division’s new plant at Two Har- 
bors, Minnesota, was constructed dur- 
ing 1966. This additional capacity, 
close to the Iron Range, will enable us 
to serve our customers more efficiently 
and improve deliveries from other 
Amsco plants, which were operating at 
peak capacity during the entire year. 

The performance of the cast metal 


products group has improved greatly 
in the last five years. This is the result 
of careful selection of special products 
requiring higher grade materials and 
greater technological content, and the 
pruning of less desirable business. The 
broad diversity and growth prospects 
of its customer industries are reflected 
now in bright prospects for this group’s 
future. 


1966 Review 


Sales and Earnings 


Consolidated sales of the company in 
1966 were $277,399,000, up from 
$260,168,000 in 1965, and the sixth 
consecutive year in which an increase 
was achieved. During the five years— 
1962-1966—our sales have grown at an 
annual compound rate of 11%, while 
the growth of all durable goods indus- 
tries has been at the rate of 8% in this 
same period. 

Net earnings for the year 1966 
amounted to $12,827,000 compared 
with $11,104,000 in 1965 and showed 
an increase for the fifth consecutive 
year. Earnings have increased at a 
faster pace than sales, the growth hav- 
ing averaged almost 19% per year over 
the last five years. 

These advances in sales and earnings 
have been made during a period when 
the economies of the developed coun- 


1966 
Shipments 
First Quarter $ 67,054,000 
Second Quarter 71,651,000 
Third Quarter 66,039,000 
Fourth Quarter 72,655,000 
Total $277,399,000 


tries of the free world were on a rising 
trend. While there is some uncertainty 
about economic conditions in the im- 
mediate future, there is little doubt 
about the upward trend in the years 
ahead. Consequently, it seems reason- 
able to believe that the company will 
maintain, over the long term, its recent 
average annual sales growth of about 
10%. 

An important fact about our sales is 
that a high percentage of our output 
is for replacement parts in contrast to 
parts for original equipment. Although 
there is no available means of obtain- 
ing precise data, our estimate is that 
replacement business amounts to 
about 70% of our total volume. This 
provides a built-in stability factor 
that can lessen the adverse effect on 
the company of a general business 


decline. 
1965 

Earnings Earnings 
per share Shipments per share 
$ .87 $ 64,738,000 $ .76 

1.02 69,400,000 85 

DY) 59,583,000 Fo) 
1.01 66,447,000 .90 
$3.49 $260,168,000 $3.01 
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Orders and Backlog 
Reach New Records 


Total orders received in 1966 amounted 
to $307 million and they were in good 
balance among the four major prod- 
uct groups. The backlog of orders at 
year-end stood at a record $109,700,- 
000 up 30% from $84,400,000 at the 
end of last year. About 30% of this 
backlog was for aerospace hydraulic 
products for both military and com- 
mercial planes and these orders have a 
long lead time from receipt of order 
to delivery because they are scheduled 
to coordinate with future production 
of the various aircraft. 


Profitability Yardsticks 
Improve 


Earnings before taxes as a per cent of 
sales increased to 9.5% from 8.3%, de- 
spite rising costs of both labor and 
materials during the year. This came 
about because of higher volume, im- 
proved efficiency, and some price in- 
creases. The net return on sharehold- 
ers’ equity amounted to 10.9%, a gain 
over the 9.8% return in 1965. 


Financial Position 
is Strong 


The company’s financial position con- 
tinued strong. The ratio of current as- 
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Capital Expenditures and Depreciation 
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Capital Expenditures 
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Earnings from Operations 
per Common Share Dollars 
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sets to current liabilities was 3.03 com- 
pared with 3.86 at the end of 1965. 
Inventories increased to $48,596,000 
at year-end compared to $43,161,000 
at the beginning of the year. Most of 
the increase was in aerospace products 
where the work in process and back- 
log of orders increased and the inven- 
tories were necessarily higher. 


Capital Expenditures 
Were High 


Capital expenditures amounted to 
$15,224,000 in 1966, compared with 
$11,364,000 in the preceding year. De- 
preciation amounted to $11,114,000 
compared to $10,533,000 in 1965. 


An expansion program was initiated 
in 1965 to increase capacity in sev- 
eral product lines, including industrial 
hydraulic equipment, tire molds, fric- 
tion products and certain types of 
castings. These additions have been 
mostly completed and the facilities are 
now in production. 

Capital expenditures -in 1967 are 
planned at approximately $16,000,000. 
About 40% of the funds will be spent 
for added capacity at a number of ex- 
isting plants. The balance of the capital 
funds will be spent on replacing and 
modernizing present machinery and 
equipment, and installing new equip- 
ment for cost reduction programs. 


Distribution of the Income Dollar 


1963 


1964 1965 1966 


36.4¢ 
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Wages, Salaries, and Other Benefits 


100.0¢ 100.0¢ 100.0¢ 100.0¢ 100.0¢ 
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Supplies and Expenses 
Depreciation and Amortization of Intangibles 
Property, Excise, and Miscellaneous Taxes 
Interest on Borrowed Money 
Taxes on Income 
Cash Dividends 


Reinvested in The Business 


Production Materials 
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United States Operations 


Sales of the United States divisions 
amounted to $218,914,000 represent- 
ing 79% of the consolidated total. 

Defense business for our United 
States divisions amounted to about 
10% of their volume. Although gov- 
ernment expenditures for defense in- 
creased materially in 1966, our aero- 
space products were the only ones 
that were significantly affected. 

Most of the plants operated at very 
high levels of production and, in many 
instances, we were hampered by a 
shortage of skilled and semi-skilled 
workers. Increased overtime and the 


1966 


40¢ 50¢ in thousands 


$101,879 
82,642 
53,565 
11,114 
2,537 
1,630 
13,500 
5,797 
7,030 


Total $279,694 


nineteen 


/ 
f 


| 
\ 


expense of hiring, training and super- 
vising many new employees increased 
costs. Nevertheless, the high volume, 
plus our continuing investment in cost 
reduction equipment and efforts to in- 
crease manufacturing efficiency, re- 
sulted in increased profitability. 

Abex has numerous licensees in for- 
eign countries and several new ones 
with significant potentials were added 
in 1966. Agreements were reached 
with companies in West Germany and 
France for the manufacture of our steel 
freight car wheels. Income from licens- 
ing activities has been increasing, and 
there are additional opportunities in 
many countries which are being ex- 
plored. 
] 
Operations | 


Sales of our Canadian and International | 


divisions were $58,485,000, amounting 
to 21% of total consolidated volume. 

Shipments of hydraulic equipment 
by the Jarry Hydraulics Division of 
Canada were much higher than in the 
preceding year because of the in- 
creased demand for military aircraft, 
but operating results were not satis- 
factory. A very high proportion of this 
division’s products are for the United 
States military. This is consistent with 
the Defense Department'’s policy of co- 
ordination of the materiel program of 


twenty 
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the United States with that of Canada. 
he backlog of orders indicates a con- 
tinuing high level of production in 
1967. 
' Business activity and industrial pro- 
duction were strong in Canada in 


1966, particularly in mining and con- | 
struction. Consequently, sales of our | 


manganese and other alloy castings 
increased to a record high. Shipments 
of railroad products also improved. 
Sales of automotive friction prod- 
ucts in Europe rose substantially, re- 
flecting the impact on sales of disc 
brake lining. Shipments of brake lin- 
ings also increased in Mexico. 
Shipments of industrial hydraulic 
equipment increased in France and 


eee ee but economic stagnation in 


Canadian and Weer 


England resulted in a sharp reduction 
in industrial output during 1966. This 
caused adecline in our sales. England’s 
problems are formidable and the gov- 
ernment has indicated that the period 
of ‘severe restraint” will continue in 
i967 

In West Germany our sales declined 
as the country’s production slowed 
considerably in 1966 under conditions 
of tight money and high interest rates. 
The outlook for 1967 is uncertain until 
the policies of the new government 
are established. 

Shipments of tire molds in Europe 
increased, and production in the new 


tire mold plant in Belgium is progres- 


sing on schedule. Most of the start-up 
costs in this plant have been absorbed. 

The conditions described above, plus 
the amortization of intangibles and a 
write-off of goodwill had an over-all 
adverse effect upon operating results 
of the Canadian and International divi- 
sions. Improvement is expected in the 
current year. 


Employee Relations 


The number of employees at year-end 
had increased to 14,800 from 13,600 
a year previously. Employees in the 
United States totaled 9,800. In the 
Canadian and International divisions 
they numbered 5,000. 

During 1966 the company negoti- 
ated twenty union agreements at 
plants in the United States and Canada. 
There were two strikes during the year, 
one of twelve weeks involving a small 
number of employees in a brake shoe 
foundry on the West Coast and the 
other, of shorter duration, involving 
about 150 employees in a friction 
products plant in Ohio. Both strikes 
were settled on essentially the same 
terms the company offered before the 
strike. 


Statement of Consolidated Earnings 


Years Ended December 31, 1966 and 1965 


INCOME 


Shipments 


Other income—net (note 2) 


COSTS AND EXPENSES 
Materials, wages, and other costs 
Selling, administrative, and research expense .... 
Depreciation and amortization of intangibles .... 
Repairs and maintenance of plant and equipment 
Property, excise, and miscellaneous taxes 


Interest 


EARNINGS BEFORE TAXES ON INCOME 


Provision for taxes on income (note 3) 


NET EARNINGS 


SPECIAL ITEM 


Loss on sale of forging facilities less related taxes 
on income 


NET EARNINGS AND SPECIAL ITEM 


PER SHARE OF COMMON STOCK OUTSTANDING 
AT END OF YEAR (note 4) 


Net earnings 


Special item of loss 


1966 


$277,398,557 
2,295,402 


279,693,959 


194,341,980 
34,827,222 
a, 113,52) 

8,917,501 
2,536,921 
1,629,767 


253,366,912 


26,327,047 


13,500,000 


12,827,047 


$ 12,827,047 


ABEX CORPORATION 


1965 


$260,168,235 
561,738 
260,729,973 


185,114,946 
30,524,618 
10,532,612 

8,563,024 
2,812,606 
1,477,681 


239,025,487 


21,704,486 


10,600,000 


11,104,486 


644,012 


$ 10,460,474 


twenty-one 


twenty-two 


Consolidated Balance Sheet 


December 31, 1966 and 1965 


Assets 
CURRENT ASSETS 
Gash eee a ig e et eadlcs Suey me eet Gar Onan 


Short term investments—at cost (approximates market) 


ACCOUNTS TeECelVabl@s welt Gee ne 
Inventories—at lower of cost or market (note 5) 


Raw-materials andisupplies . 7.2.55.) ae 
Finished product and work in process ............ 


TOTAL CURRENT ASSETS 25.5) 0s es oes 


PROPERTY, PLANT, AND EQUIPMENT 
Buildings and equipment—at cost ...............0. 


Less depreciation ins. wa oa ee 


band—a@becost sao aren ee ee ee ee 


TOTAL PROPERTY, PLANT, AND EQUIPMENT .... 


OTHER ASSETS 
Prepaid expenses and sundry assets ..............4. 
Investments-—-at cost Or leSs7u5. 0.5. eg ee oe 


Patents and other intangibles, less amortization ...... 


TOTAL OTHER ASSENS ii er.n. a tee cree eter ose 


1966 
$ 10,027,766 
9,916,367 
44,534,871 


17,411,134 
31,184,960 


113,075,098 


157,594,098 
92,632,700 


64,961,398 


3,075,919 


68,037,317 


4,039,353 
4,058,425 
1,715;273 


9,813,051 
$190,925 ,466 


1965 
$ 8,103,325 
14,049,306 
34,468,083 


17,210,948 
25,949,769 


99,781,431 


146,550,312 
85,825,861 


60,724,451 


2,917,870 


63,642,321 


3,671,302 
4,268,004 
2,348,715 


10,288,021 
S173)01 ane 


Liabilities 
CURRENT LIABILITIES 1966 
Current maturities on long term debt (note 6) ....... $ 3,787,393 
Notes payable to banks by Canadian subsidiaries ..... 4,162,500 
Notes payable to banks by European subsidiaries .... 3,921,671 
MeO At SOA VAD Car aisle. «taney ike. « Linge eens 9,458,650 
PRG MTAY CR HA CCOUNTES ooet ete eee Cc ecb as eet ass 7,620,590 
PEGEUCU AXES: OAIICOINO istics oss ee Siva ene eae 8,338,345 
TOTAL CURRENT LIABILITIES ..............0-. 37,289,149 


LONG TERM LIABILITIES 


Bore vera) CeDt(NOleG)n. 2 oe ee Se se Ges shane won 27,391,521 

Wetereu income taxes: (note 3). ob ee bk ee 4,822,295 

TOTAL LONG TERM LIABILITIES............... 32,213,816 
Shareholders’ Equity 


CAPITAL STOCK (notes 4, 7, and 8) 


Common, no par—authorized 6,000,000 shares: 


1966 1965 
PS otlEU gece kee aun 2 3,744,638 3,744,638 51,967,010 
ER OAS LIEV Eats tar cvtrance 70,915 BIA 1,982,527 
Outstanding = -.=.. 3,073,123 3,687,486 49,984,483 
EARNINGS REINVESTED IN THE BUSINESS (notes 6 and 9) . . 71,438,018 
TOTAL SHAREHOLDERS’ EQUITY .........-+--- 121,422,501 


$190,925, 466 


ABEX CORPORATION 


1965 


$ 456,424 
2,245,555 
9,250,055 
7,604,870 
6,273,765 


25,830,669 


28,122,381 
4,790,000 


32,912,361 


52,126,394 
1,565,765 


50,560,629 


64,408,094 


114,968,723 
$173,711 s/o 


twenty-three 


Accountants’ 


Opinion 
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Consolidated Statement of Source 


and Disposition of Funds 


Years Ended December 31, 1966 and 1965 


SOURCE OF FUNDS 
Net earnings (less special item in 1965) 
Depreciation and amortization of intangibles . 
Increase in long term liabilities 


Retirement of property, plant, and equipment—net 


DISPOSITION OF FUNDS 
Expenditures for property, plant, and equipment. . 
Dividends paid 
Common stock purchases less sales to employees 
Retirement of long term liabilities 
Increase in other assets 


Increase in working capital, excluding. cash and 
equivalent 


INCREASE/DECREASE IN CASH AND EQUIVALENT 
CASH AND EQUIVALENT 
Beginning of year 


End of year 


1966 


$12,827,047 
11,113,521 
3,360,400 
555,377 


27,856,345 


15,223,993 
5,797,123 
576,146 
4,058,965 
364,931 


4,043,685 


30,064,843 


2,208,498 


22,152,631 
$19,944,133 


ABEX CORPORATION 


1965 


$10,460,474 
10,532,612 
1,626,798 
4,144,496 
26,764,380 


11,363,599 
5,271,551 
728,161 
1,916,424 
2,321,963 


2,462,982 
24,064,680 


2,699,700 


19,452,931 


$22,152,631 


THE BOARD -OF DIRECTORS AND SHAREHOLDERS: OF ABEX CORPORATION. 


We have examined the consolidated balance sheet of ABEX CORPORATION and its subsidiaries as of December 
31, 1966, and the related statements of consolidated earnings and earnings reinvested in the business (note 9) for 
the year then ended. Our examination was made in accordance with generally accepted auditing standards, and 
accordingly included such tests of the accounting records and such other auditing procedures as we considered 
necessary in the circumstances. We previously examined and reported upon the consolidated financial statements 
of the Company and its subsidiaries for the year 1965. 


In our opinion, the aforementioned consolidated financial statements present fairly the financial position of 
the Company and its subsidiaries at December 31, 1966 and 1965 and the consolidated results of their operations 


for the years then ended, in conformity with generally accepted accounting principles applied on a consistent 
basis. 


We have also examined the consolidated statement of source and disposition of funds of the Company and its 
subsidiaries for the years ended December 31, 1966 and 1965, which statement, in our opinion, is fairly presented. 


LYBRAND, ROSS BROS. & MONTGOMERY 
New York, February 3, 1967 


Notes to 
Consolidated 
Financial 
Statements 


1. The consolidated financial statements include the accounts of the Company and its wholly- 
owned Canadian and International subsidiaries. The net assets of such subsidiaries including loans 
and advances from the Company amounted to $34,503,389 at December 31, 1966 and $32,158,796 
at December 31, 1965. For the year ended December 31, 1966 the net losses of such subsidiaries 
were $2,148,046 after amortization of intangibles and a write-off of goodwill amounting to 
$1,407,384 and the payment of technical service fees, administrative charges, and interest to the 
Company totalling $1,648,025. In the year ended December 31, 1965 the net earnings of these sub- 
sidiaries were $886,328 after amortization of intangibles amounting to $230,465 and the payment 
of technical service fees, administrative charges, and interest to the Company totalling $955,654. 


2. Included in the caption Other income-net on the Statement of Consolidated Earnings in the 
year ended December 31, 1966 are gains which arose upon the disposition of securities previ- 
ously held for investment amounting to $1,515,155, and a write-off amounting to $800,000 which 
represents the Company’s estimate of the decline in value of purchased goodwill. 


3. Depreciation has been provided by the Company and its subsidiaries generally at rates calcu- 
lated to absorb the cost of buildings and equipment during the period of their useful lives. Where 
permitted by income tax laws, the Company and certain of its subsidiaries deduct larger amounts 
of depreciation for income tax purposes than are charged against net earnings. The reductions 
in tax liabilities resulting from this practice are not credited to net earnings but are accumulated 
in deferred income taxes, displayed separately on the consolidated balance sheet. 


4. The financial data in this report have been adjusted to reflect the increase in authorized shares 
to 6,000,000 and the two-for-one stock split approved by the shareholders on April 26, 1966. 


5. At December 31, 1966, 25% of total inventories, measured by approximate current cost, are 
stated on the last-in, first-out basis. Such cost exceeds the last-in, first-out value by $4,742,000. 


6. Long term debt at December 31, 1966 includes the following: 


Due Within Due After 
One Year One Year 
Abex Corporation 
412% sinking fund debentures due 1982 .............0000000: $ — $ 9,533,000 
4/2% sinking fund debentures due 1987 ............0.00ee eee — 11,127,000 
Canadian Subsidiaries 
Amount due January 16, 1967 on purchase of 
Parry RAY. tall esaltim ibe Gee tee to ccnerei ste rast eva scat tmiretohe meaedeuin ayerencre ir 3,020,378 — 
Amount due Canadian government on purchase of equipment .. 44,993 157,992 
European Subsidiaries 
Notes payable (3.8%-7%) due 1967-1986 .......... ec ee cece 722,022 6,573,529 
Motaldone term Geta eis.) siersho eaeasion teres ont asta see ous aedlare meee $3,787,393 $27,391,521 


Under the terms of the indentures covering sinking fund debentures, minimum annual sinking 
fund payments are required as follows: 1968, $710,000; 1969-1971, $900,000; 1972-1981, 
$1,300,000; 1982, $1,150,000; 1983-1986, $650,000; and 1987, $500,000. 

The indentures covering the debentures contain restrictions, among others, against the payment 
of dividends (other than stock dividends), the redemption of capital stock, and investment in 
subsidiaries in areas other than the United States and Canada. The amount free of such restric- 
tions at December 31, 1966 under the most restrictive covenant was $20,704,000. 


7. Issuance of not more than 200,000 shares, in series, of cumulative preferred stock, par value 
$100, has been approved by the shareholders. 


8. At December 31, 1965, options were outstanding to purchase 95,924 shares of common stock 
of the Company under the Employees’ Stock Purchase and Option Plan adopted in 1957, at prices 
ranging from $21.03 to $26.94 per share. During the year 17,437 shares were purchased under 
the plan at a total purchase price of $422,111 and options to purchase 4,064 shares were canceled, 
leaving 74,423 shares under option at December 31, 1966 all of which were exercisable. No shares 
were available for the granting of additional options at any time during the year. 


9. The details of consolidated earnings reinvested in the business are as follows: 


1966 1965 
Be ginimlt ge: Of vV Oat: sa. acu. cide mbit hie iacmiee teller ad Sean teie ye) aie eine Chen $64,408,094 $59,219,171 
Net earnings and (in. 1965) special 1tenmngaigisyaw esis oo oben «omy 12,827,047 10,460,474 
Total Sis dr Ree oe Ree rete arco eae 77,235,141 69,679,645 
Cash dividends on common stock, $1.575 per share in 1966 and 
$97425 perishare lit 1965 ce amuiwe. bn eielar el acme uae eee 5,797,123 BI2Z7A 551 
EAd sof ‘year. sstnasias Sie te biee cet cree tneeraee conan tanta etre be eacarera Raa « $71,438,018 $64,408,094 


10, Reference should be made to information concerning a Federal Trade Commission proceed- 
ing appearing on page 5 of this report. 
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Ten Year Review 


In 1961 there was a special item of income 
from an excess profits tax refund for the 
years 1950-1953 amounting to $995,000. 


The year 1963 includes the operations of The 
S. K. Wellman Company acquired in that 
year in a transaction which for accounting 
purposes was treated as a pooling of in- 
terests. 


In 1965 there was a special item of loss 
amounting to $644,012 after related taxes on 
income resulting from the sale of forging 
facilities. 


Common shares outstanding and per com- 
mon share figures for all years have been 
adjusted to reflect a two-for-one stock split 
in 1966. 


Earnings and Dividends 


ShipmentS: S142 oe ene te ae cere ee 
Earnings before taxeS:. 32a eee re ey 
Percent of shipments... 67 220-3 new a ee 
Per cent_of capitalemployed: -23- 23 = -5..oScen 
Netsearnings [45 Scrat mare ee ces ore agrees 
Per centot shipments 37-05. ace soca eee 
Per cent of common stock equity ............-. 
PercOmMONn Shales = 5-667 oc oe ees 
Dividends: paide 252, 3350 ata soe ee 
Percent of net eamings sca es eo: ee ae 


Employees—end of year .............-2+-.+-520- 


Payrolls 


Wages: andssalanes - 0... 6 
Cost of employee security <2 34% 26.3. ee 


POlal oS) a a eee ee ee 
Employee security as a per cent of payroll ........ 


Shipments peremployée.<... 2... 3... 
Capital employed per employee ...........-..... 


Dividends per common: share: <2.2. 2.225 22s 4 


Financial Position 


Capital employed 


Gasi-and -equivalenica. <-> = ye ee 
Accounts: receivable. ee 
WAVENTORICS RSs aoe ae es ee eae ee 

POtalkctitment assets. se ee 
Current atts cs ee ee 


Workins. capitabanos Gen. oie 


Property, plant, and equipment ............... 
Other assets <. e e cs s e ee 


Financed by 


Long term liabilities 255 ce ee ne 
Preferred istOck 3. ee ee eee 


Shareholders’ equity per common share .......... 
Thousands of common shares outstanding ........ 
Number of common shareholders ............... 


Current Ta tiOn no nex saree ee eee ae 


Expenditures for property, plant, and equipment ... 
Depreciation and amortization of intangibles ...... 


1966 


277,399 
26,327 
9.5 
17.5 
12,827 
4.6 
10.9 
3.49 
5,797 
45.2 
14,850 


89,681 


12,198 


101,879 
13.6 


19,484 
10,589 


1.575 


19,944 
44,535 


48,596 


113,075 


37,289 


75,786 
68,037 


9,813 
153,636 


32,214 


121,422 
153,636 


33.05 
3,674 
18,131 


3.0 


15,224 
11,114 


1965 


260,168 


21,704 
8.3 
14.9 


11,104 
4.3 
9.8 

3.01 


SD 
47.5 


13,624 


347 25 
11,910 


95,635 
14.2 


19,158 
10,736 


1.425 


1964 


241,478 
19,662 
8.1 
14.0 
97 62 
4.0 

9.0 
2.64 
4,642 
47.6 
13,535 


78,208 


10,760 


88,968 
13.8 


e291 
10,624 


1.25 


ABEX CORPORATION 


Dollars expressed in thousands except per common share and per employee figures 


1963 


214,669 
14,741 
6.9 
10.9 
7,441 
3.5 

7.1 
2.00 
4,453 
59.9 
12,869 


74,063 


10,317 


84,380 
13.9 


17,034 
10,720 


1.20 


1962 1961 1960 1959 
194,892 165,504 164,587 168,029 
15,454 11,270 11,967 16,081 
7.9 6.8 7.3 9.6 
12.9 10.2 112 15.3 
6,954 5,370 5,667 7,681 
3.6 aa 3.4 46 
7A 5.9 6.4 9.0 
DAs 1.64 1.74 2.36 
3,913 3,915 3,903 3,877 
56.3 72.9 68.9 50.5 
11,622 10,680 9,732 9,134 
64,910 53,528 51,189 50,644 
8,323 6,967 7,484 6,280 
73,233 60,495 58,673 56,924 
12.8 13.0 14.6 12.4 
17,478 16,216 17,448 19,170 
10,709 10,806 11,375 12,015 
1.20 1.20 1.20 1.20 
17,083 12,535 12,928 23,130 
28,188 25,100 18,482 17,441 
31,621 28,973 25,953 23,225 
76,892 66,608 57,363 63,796 
24,202 24,584 16,493 18,586 
52,690 42,024 40,870 45,210 
64,460 63,386 59,060 55,395 
8,750 7,514 7,726 6,340 
125,900 112,924 107,656 106,945 
30,516 20,281 17,678 18,815 
95,384 92,643 89,978 88,130 
125,900 112,924 107,656 106,945 
29.28 28.34 27.62 27.10 
3,257 3,269 3,258 3,252 
17,474 17,084 16,256 15,884 
3.2 ers 3.5 3.4 
11,103 12,609 12,119 4,868 
8,851 7,662 7,680 7,280 


1958 


137,998 
9,813 
71 
9.5 
4,778 
3.5 
5.8 
1.48 
3,867 
80.9 
8,395 


44,845 


5,660 


50,505 
12.6 


15,120 
NAR OW 


eae, 


19,168 
17,184 


20,109 


56,461 


Top o52 


42,809 


57,425 
3,442 


103,676 


20,310 


83,366 


103,676 


25.88 
3,222 
15,979 


4.1 


8,068 
6,817 


1957 


186,851 


20,283 
10.9 
21.1 


9,124 
4.9 

Eig bS) 
2.83 


4,570 
50.1 


9,859 


55,465 
__ 5,978 


61,443 
10.8 


18,482 
9,490 


1.45 


20,210 
18,489 
24,954 
63,653 
19,541 
44,112 
56,680 

3,173 


103,965 


21,190 
475 
82,300 


103,965 


25.62 
CP a 
15,870 


yes} 


11,406 
6,703 
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Products and Divisions 


Friction Products 


Aircraft, automotive and industrial friction products for braking and 
power transmission applications. 


AMERICAN BRAKEBLOK DIVISION, Troy, Michigan 
MAYNARD B. TERRY, President 
Plants: United States, Canada, France, Mexico 


S. K. WELLMAN DIVISION, Bedford, Ohio 


GEORGE L. ROMINE, President 
Plants: United States, Canada 


Hydraulic Equipment 


Hydraulic systems, pumps, motors, valves, controls, presses, aircraft landing gear, 
actuators and structural components; strain gage transducers. 


AEROSPACE DIVISION, Oxnard, California 
GEORGE N. DECKER, President 
Plants: United States, West Germany 
DENISON DIVISION, Columbus, Ohio 
PAUL W. NORRIS, President 
Plants: United States, Belgium, England, France, Japan, West Germany 


DYNISCO DIVISION, Cambridge, Massachusetts 
WILLIAM P. MUNGER, Division Director 


JARRY HYDRAULICS DIVISION, Montreal, Canada 
ALLAN C. MAC DONALD, President 


Railroad Products 
Brake shoes, bearings, freight car wheels, components and special systems 
for railroad track and yards. 
RAILROAD PRODUCTS DIVISION, New York, N. Y. 
RAYMOND A. FRICK, President 
Plants: United States, Canada 


Cast Metal Products 


Manganese and alloy steel castings, dredge pumps, welding products; 
precision ferrous and non-ferrous castings, tire molds and bearings. 


AMSCO DIVISION, Chicago, Illinois 
GILFRY WARD, President 
Plants: United States, Canada, Mexico 
ENGINEERED PRODUCTS DIVISION, New York, N. Y. 
N. GEORGE BELURY, President 
Plants: United States, Canada, Belgium, England 
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